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A conference to explore mutual problems-——Officers of Mortgage 
Bankers Association of America and the National Association of 
Home Builders at their joint meeting in Chicago. Story on page 13. 
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MBA’S COAST CLINIC 


For the first time in seven years, 
MBA is holding a Clinic on the West 
Coast. It’s May 5 and 6, Hotel Bilt- 
more, Los Angeles, and it looks like 
one of the most interesting meetings we 
have had. Local committee is headed 
by J. R. Jones, vice president, Security- 
First National Bank, Ralph W. Jenkins, 
president, Southern California MBA, 
and vice president, H. F. Whittle In- 
vestment Co., and Wallace Moir, MBA 
governor and president, the Belmont 
Company. Speakers include: 

W. Walter Williams, Seattle, chairman, 
Committee for Economic Development and 
former MBA president; Raymond M. Foley, 
Washington, D. C., HHFA administrator; 
and William A. Marcus, president, ABA 
mortgage and savings division and senior 
vice president, American Trust Company, 
San Francisco. 

Others who will participate will be Presi- 
dent Nielsen, Samuel E. Neel, MBA Wash- 
ington counsel; John C. Clendennin, associ- 
ate professor of finance, School of Business, 
University of California; Mr. Moir; George 
H. Patterson, secretary; G. D. Brooks, Na- 
tional Life & Accident Insurance Co., 
Nashville; David Bohannon, nationally- 
known builder, San Mateo, Calif.; Kenneth 
J. Morford, executive vice president, Burwell 
& Morford, Inc., Seattle; W. Braxton Ross, 
executive vice president, Morrison & Morri- 
son, Inc., Denver; David Gadlow, realtor, 
San Francisco; and Frank W. Cortright, 
executive vice president, National Associa- 
tion of Home Builders, Washington, D. C.; 
William L. Leighly, Dovenmuehle, Inc., 
Chicago; J. E. Benedict, Tracy-Collins Trust 
Co., Salt Lake City; and Harry G. Baldwin, 
Washington Mutual Savings Bank, Seattle. 

Among the topics to be reviewed at 
the conference include the government’s 
housing program, national legislation 
likely to emerge from this session of 
congress, the market for mortgages to- 
day and the availability of mortgage 
money, present attitude of banks and 
institutional investors toward mortgage 
loans, what the present large institu- 
tional purchases of real estate mean in 
the long-term future of the business, 
and the joint program which the Mort- 
gage Bankers Association and the Na- 


tional Association of Home Builders 
announced at their recent Chicago 
conference. (See page 13.) Again we 


urge members to make plans to attend 
the Los Angeles Clinic. 
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FARM MORTGAGE STRUCTURE LOOKS 
SOUNDER THAN IT HAS IN DECADES 


Whatever may be ahead, farm loans have a look of stability 


HATEVER may be ahead for the 

American economy—depression, reces- 
sion, a little readjustment maybe, a return 
to prewar normalcy, a resumption of the 
inflationary boom or what have you — it 
seems certain that one big factor that has 
loomed importantly in previous periods of 
readjustment won’t be playing quite the 
major role it has in the past. 

That factor might be called trouble on 
the farm; and as nearly as anyone can safely 
guess now, there isn’t likely jo be much of 
it, not serious trouble anyway. And cer- 
tainly not the kind of trouble experienced 
in the early thirties and emphatically not 
the kind which farm mortgage lenders and 
investors had to contend with in those days. 

Because the farm mortgage situation to- 
day looks sound. A broad stability is there 
that wasn’t there before. A number of top- 
flight government officials have been crying 
long and loud for several years that “the 
greatest inflation we have is in the city real 
estate field,” but we haven’t heard them 
saying that about the farm field. Prices of 
farm real estate, of course, have skyrocketed 


like everything else this past decade, but the 
situation isn’t quite the same as in city real 
estate. 

There have been, of course, some rather 
drastic changes in the farm section of this 
nation, probably considerably greater than 
most people realize. Last year, grain prices 
were slashed a third, cotton prices cut 
nearly 20 per cent and livestock was down 
10 per cent. Few housewives believe that, 
but it happened in 1948; and prices have 
been skidding almost continuously since. 

The Dow Jones commodity futures index, 
which reflects what people think eleven key 
staples will be worth five months hence, has 
hit the lowest level since mid-1947 and is 
now 20 per cent below that year’s high. 
Some people in Washington wouldn’t be 
surprised to see crop controls reinstated this 
year with acreage allotments and marketing 
quotas reimposed. Plain fact is that we 
have restocked the world with many food- 
stuffs and now face surpluses—big  sur- 
pluses. 

So, the edge is off the boom in farm 
prices and farm income, but it still doesn’t 





How are things in that other part of the 
business—that is, the farm mortgage field, 
the part of mortgage lending you don't bear 
quite so much about. Answer: Pretty good. 
Rates have stiffened some, there is competi- 
tion for the loans available and, most im- 
portant of all, the farm mortgage structure 
is sounder than it bas been in many decades. 

When government officials such as Mar- 
riner Eccles say, as many of them have 
said these past few years, that “the greatest 
inflation is in city real estate” they haven't 
included the farm end of mortgage lending. 
The reason is that farmers have been pros- 
perous, have made money and paid off their 


loans. A return of anything like the chaotic 
conditions which lenders and investors faced 
back in the early thirties seems unthinkable 
now. But, of course, like almost everything 
else, prices of farm lands have dropped, in 
some areas (like the west coast) more than 
others. Commodity prices bave been skid- 
ding. All in all, the farmer's horizon doesn't 
have quite the same rosy hue it had two 
years ago. But from the lender's stand point, 
it remains one of the most favorable sec- 
tions of the American economy. This article 
brings you up to date on a few items in the 
farm mortgage end with some data as to 
how various lenders now stand. 








spell trouble on the farm—nor trouble for 
the holders of farm mortgages. 

This might be a good time to take a new 
look at the farm mortgage picture, some- 
thing we haven’t done in these pages for 
Here are some highlights that 
city 


some time. 
ought to interest every mortgage man 
or farm: 

> Farm mortgage debt was up a little last 
year, nothing very much, but what is sig- 
nificant is that for more than a decade it 
has been dropping rapidly. 

>» The percentage of farm debt to farm 
value fell last year to a new low of 7.5 per 
cent. 

> Farm mortgage interest rates are rising, 
however. For the past three years, they 
have held fairly steady—the statistics say at 
an average of around 4.6 per cent. Reports 
to THe Mortcace BANKER indicate that 
six months ago a 4 per cent rate was freely 
quoted by the branch offices of practically 
all life companies making direct loans in the 
farm loan field. Today, almost without ex- 
ception, they are quoting 4% per cent for 
loans and writing them for 40 years with 
an average term of around 25 years. 

> Competition is an item, too. These com- 
panies making direct loans through branches 


are largely absorbing all title examination 
and closing costs and some pay $10 to $15 
per $1,000 fee to local brokers. The vol- 
ume these companies are making isn’t 
thought to be very large, but many other 
lenders consider the development a some- 
what disturbing factor in the lending field. 
> The general opinion seems to be that 
there is ample money available today for 
all farm mortgage needs. 

> The experts say that, as an industry, 
farming is actually on a sounder basis right 
now than almost any other industry. 


>> WHO OWNS THE LOANS: Who 
owns the farm mortgages today? Here there 
has been a really significant development 
with considerable shift of ownership. The 
big reduction made by farmers in their 
aggregate mortgage debt from prewar levels 
has been accompanied by a marked shift in 
the ownership of this debt among principal 
lending groups. 

The major change has been a decline of 
more than three-fifths in the amount of 
farm mortgages held by federal lending 
agencies from their peak in the mid ’30s to 
the present, with a corresponding increase 
in the importance of individuals and other 
private lenders in this field. 


FARM MORTGAGE DEBT OWNERSHIP 
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As a result, the group classified as “Indi- 
viduals and Others” (predominantly indi- 
vidual lenders) has resumed its former role 
as the leading holder of farm mortgages. 
Federal lending agencies have slipped into 
second place after having forged out in 
front over a decade ago. Life insurance 
companies are third, as they have been for 
many years, and commercial banks are 
fourth. 

Total farm mortgage debt, which stood at 
some $61 billions at the end of 1939, fell 
close to $2 billions in the following six years 
as farmers used their wartime incomes to 
reduce debt and otherwise strengthen their 
financial position. The farm mortgage debt 
level of $4.7 billions at the beginning of 
1946 was the lowest since 1914. Since then 
there has been a gradual rise to the $5 
billion level, but even so, total farm mort- 
gage debt currently is estimated at around 
$1'% billions under 1939. 


>? U. S. LOANS DOWN: Federal lend- 
ing agencies played only a relatively minor 
role in farm mortgage lending up to the 
*30s, when distress conditions in agriculture 
made them a major factor. But many 
MBA members cannot forget that farm 
mortgage lending was almost the first big 
field of private enterprise the federal gov- 


ernment entered. By the beginning of 1937 
farm mortgages held by federal agencies 
came to just under $3 billions, or 2/2 times 
the 1930 total, and represented 42 per cent 
of the total farm mortgage debt. It was 
then that the amount and proportion of the 
farm mortgage debt held by federal agen- 
cies topped the individual group for the 
first time. This lead was held until the 
beginning of 1945 when the top ranking 
swung back to the group of individuals and 
others. 

Holdings of farm mortgages by federal 
agencies have declined steadily over the 
last decade, and in the middle of 1948 
aggregated under $1.2 billions or 23 per 
cent of the total farm mortgage debt. 

The records show that the Individual 
group was the principal source of farm 
mortgage lending for years prior to the ’30s. 
In 1920 this group’s holdings reached a 
peak of just under $6 billions, or more than 
70 per cent of the total farm mortgage debt 
then outstanding. Thereafter the total de- 
clined steadily and at the end of 1945 had 
fallen to under $1.8 billions. It has in- 
creased since to around $2 billions and cur- 
rently represents approximately 40 per cent 
of the total outstanding farm mortgage debt 
as against 35 per cent at the beginning of 
1940. 


WHO OWNS THE FARM LOANS 





The following table shows estimated farm mortgage holdings of principal lending 
groups, by amounts (000,000 omitted) and percentages of the total, for selected years 
from 1910 to the present (beginning of year unless otherwise indicated) : 


Total Federal Life Comm’! Individuals 
Year Debt Agencies % Insurance % Banks % & Others % 
1910 $3,208 $ —— —- $ 387 12 $ 406 13 $2,415 75 
1920 8,449 294 3 975 12 1,204 14 5,976 71 
1930 9,631 1,202 13 2,118 22 998 10 5,313 55 
1937 7,154 2,989 42 1,016 14 487 7 2,662 37 
1940 6,586 2,758 42 984 15 534 8 yeh 35 
1945 4,933 1,750 35 934 19 450 9 1,799 37 
1946 4,682 1,500 32 884 19 507 11 1,791 38 
1947 4,777 1,313 27 890 19 683 14 1,891 40 
1948* 5,000 1,161 23 1,011 20 857 17 1,971 40 


Note: Figures from 1930-48 include regular mortgages, purchase-money mortgages, and sales contracts; before 1930, 
regular mortgages only. 
*Estimated as of July 1, 1948. 


Source: Bureau of Agricultural Economics, U. S. Dept. of Agriculture. 
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Life insurance companies held just above 
a billion dollars in farm mortgages in the 
middle of last year, a figure which has not 
changed materially for more than a decade. 
Back in 1930 the total was more than $2 
billions. Currently life insurance companies 
hold approximately 20 per cent of the total 
farm mortgage debt as against 15 per cent 
at the beginning of 1940, the percentage 
gain being primarily due to the decline in 
the overall farm mortgage debt in the 
period. 


>> BANKS GET MORE: The only group 
of lenders to show any significant increase 
in farm mortgage debt holdings in the last 
few years are commercial banks. Their 
aggregate holdings in the middle of last 
year were $857 millions, up nearly 100 per 
cent in four years and 60 per cent above 
the end of 1939. Currently commercial 
banks hold 17 per cent of the total farm 
mortgage debt as against 8 per cent at the 
beginning of 1940. 


Increased demand for loans can be ex- 
pected in the next several years, in the 
opinion of R. O. Deming, Jr., president of 
The Deming Investment Company, Oswego, 
Kan., and MBA vice president. His com- 
pany, established in 1880, was originally a 
farm mortgage lender exclusively but now 
is primarily city loans. 

“Today there is a tremendous volume of 
farm property free and clear of debt. The 
owners have been making money from cur- 
rent operations, hence owe very little. As 
farm income drops, because of declining 
commodity prices, expenses will continue to 
remain high. Thus, I anticipate an increas- 
ing demand on the part of farm borrowers 
beginning late this fall and continuing 
throughout 1950 and 1951. There has been 
such a dearth of farm applications that 
many of the old farm mortgage lenders are 
no longer active in the field but have done. 
as I have, and devoted their energies to the 
city mortgage business.” 

B. G. Harrison, vice president and chair- 
man of the executive committee of The 
Franklin Life Insurance Company, Spring- 
field, Ill., finds that in the territories where 
his company operates a good many sales 
are still being made for cash and there is 
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a certain hesitancy on the part of lenders 
to do much in this period of falling com- 
modity prices. 

“Perhaps one reason for the inactivity of 
some institutional lenders is that the invest- 
ment officers feel this type of lending is too 
hazardous because of the abnormal values 
evidenced in the sale prices of farm lands. 
We feel, however, that sound investments 
still can be made because a good many 
purchasers of farm lands can put up large 
cash equities. 

“We find that a good many farm sales 
are being made on an all cash basis. There 
is also a certain percentage of sellers who 
wish to retain the purchase money lien, hav- 
ing in mind where a sizeable profit appears 
in the transaction that they effect a tax 
savings by receiving the balance of the sale 
price over a period of years. It would be 
my guess, however, that owing to the 
limited percentage of institutional investors 
making farm loans, there would be a suffi- 
cient volume available. 

“The government farm lending program 
has a marked effect on this type of mort- 
gage, especially as it affects the interest rate. 
Whether or not the government lending 
program on this type of security is com- 
mendable is a debatable question. I be- 
lieve a majority of borrowers would prefer 
to deal with institutional lenders rather than 
with federal agencies, especially when all 
factors of the transaction are comparable.” 

But from Iowa—always a prime spot to 
find out anything having to do with farm- 
ing—comes a report that isn’t too optimis- 
tic. It represents the views of a man who 
has followed farm mortgage lending closely 
and knows the business from beginning to 
end. He reports: 


>> SALES PRICES: “In general, prices 
have leveled off. The better farms are not 
changing hands to any extent, and every- 
where we hear that brokers are complaining 
because of the dearth of listings, particularly 
of the better farms. 


>> DEBT RETIREMENT: “While pay- 
ments continue heavy, particularly around 
March Ist, we do not seem to have as many 
large prepayments or full payoffs as in re- 
cent years. We believe farmers are becom- 
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ing somewhat cautious about exhausting 
their cash resources and consider it prob- 
able that the drop in commodity prices 
together with the greater availability of con- 
struction materials and farm machinery are 
having some effect on slowing up the pay- 
ments. 


>> COMPETITION: “Competition con- 
tinues keen from all sources and we observe 
a tendency for some lenders to consider 
amounts that we believe are excessive, par- 
ticularly in view of the applicants’ ability 
to pay. While banks continue to be an 
important factor in the market, they do 
not seem to be as active as formerly nor on 
as highly competitive a basis. 


>> AVAILABILITY OF LOANS: “The 
volume available continues to be unsatis- 
factory and a loan of any size attracts many 
investors with the result that negotiations 
frequently take on the aspect of an auction. 
There is some prospect that the situation 
may improve as the G.I. becomes stronger 
financially and better able to purchase 
worthwhile farms. 


>> NET RETURN: “Currently the net 
return on farm loans is not in line with that 
obtainable from other investments because 
of high acquisition costs, rather rapid repay- 
ment, and low volume. It seems to us that 
institutional investors particularly would do 
well to analyze their operations and to make 
an accurate determination of their net re- 
turn since it seems apparent to us that 
many such investors are either not cognizant 
of the real net return or are unwilling to 
recognize the actual facts. 

“In general, while it might appear that 
farm loans at this time do not furnish an 
altogether satisfactory investment medium 
on account of the low net return, the ex- 
cessive competition, and the tendency of 
some investors to lend at imprudent levels, 
it is our opinion that farm loans still afford 
a very safe medium for trust funds, provid- 
ing the investor is discriminating, willing 
to sort applications, securities, and borrowers 
intelligently and to be satisfied with a rea- 
sonable volume of loans from a territory 
where he can operate economically and 
with full knowledge of the factors.” 
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Also from Iowa is the report of Frank 
C. Waples, president of the Midland Mort- 
gage Company, Cedar Rapids, and long 
prominent in MBA’s farm mortgage section. 

He observes the current lending rate to 
be 4 per cent, although some are made at 
higher rates but he doesn’t think it will last 
long. He goes on to say: 

“My opinion is that there is more money 
available at 4 per cent than can be loaned. 
Most of the large life companies are ac- 
tively competing for loans. They are scarce, 
and most of them are the result of sales. 

“A few years ago we had considerable 
local money, principally savings banks, that 
were advertising for loans at less than 4 per 
cent and quite a number of loans were 
made in Eastern Iowa at 3% per cent. 
During the past year these sources have all 
dried up and 4 per cent has been minimum. 
Banks are not taking loans as readily even 
at a 4 per cent rate as they did a year or 
more ago. They are more inclined to keep 
their reserves on a more liquid basis than 
to take long-term real estate loans. Con- 
sequently, I think there is more opportunity 
for insurance companies and mortgage 
companies to obtain a larger volume.” 

From elsewhere in this rich central sec- 
tion of rural America comes the observa- 
tion that some of the large institutional in- 
vestors, in their eagerness for loans, may 
now be finding that they have paid rather 
dearly for them. The cost of production 
has been rather high, some believe, and 
many investors may be wondering if they 
have spent too much to get what they have. 

“They have gotten business at almost 
any price,” one observer said, “and paid 
liberal commissions. Production per man 
has not been extraordinarily high. They’ve 
combed the territory for business. From 
the mortgage broker’s standpoint, there may 
be a day approaching when he will be in a 
better position to furnish loans again on the 
brokerage and competitive basis with the 
branch office, if the companies will really 
check their cost of production.” 

As was pointed out earlier in this article, 
commercial banks represent about the only 
group which has increased their holdings in 
the farm mortgage field very much in the 

(Continued on page 16) 








THE FOLLY OF DIRECT MORTGAGE LENDING 
BY THE FEDERAL GOVERNMENT 


% No excuse whatever for considering direct 
government mortgage lending but under bills 
now pending that is exactly what could happen 


By MILES L. COLEAN 


HE federal government is moving 
steadily toward direct mortgage lending 
Under legislation now being 
seriously direct loans for co- 
operatives and for rental housing are to be 


FNMA and direct loans 


operations. 
considered, 


obtainable from 


for farm housing from the Secretary of 


Agriculture. Republican leaders have of- 
fered a bill setting up a new agency for 
making loans for rental and cooperatively 
owned housing. Other proposals would put 
the VA into the business of making loans 
for individual houses. 

These measures are not being offered as 
emergency expedients—as was the case with 
the HOLC—but as parts of a permanent 
government housing program. They are be- 
ing urged not at a time when private funds 
are scarce or interest rates are high but, 
on the contrary, under conditions of low 
interest rates and an ample supply of pri- 
vate funds for investment in mortgage loans. 
>> RATES STILL LOW: Interest rates 
on mortgage loans are now generally as low 
or lower than they were before the war. 
It is true that, when outlets for funds were 


curtailed during the war, loans were made 
at somewhat lower rates than are now 
available. The rise since has on the average 
probably no more than reached the pre- 
war position, when mortgage financing costs 
were probably lower than at any earlier 
period. From last November to the present, 
the upward trend has slowed, and interest 
rates for good loans today are, if anything, 
softer than they were during the latter part 
of 1948. 

The course of mortgage interest rates is 
similar to that of yields on government and 
industrial bonds and appears to have fol- 
lowed the more easily traceable trends for 
these securities. The decline of interest 
rates in private securities is further indi- 
cated by the increased purchases of govern- 
ment bonds by financial institutions since 
late last fall. 

The increased demand for government 
bonds by financial institutions is also evi- 
dence of the availability of funds to meet 
current private demands, since the shift by 
these institutions from a seller to a buyer 
position would not have taken place if the 





No governmental action ever before sug- 
gested carries with it the threat to private 
mortgage lending as do the proposals now 
pending in congress which would put the 
U. S. directly in the business of making 
loans. Senate bill S. 712 would authorize 
FNMA to make direct loans under the new 
Section 213. Raymond M. Foley, HHFA 
administrator, recommended to the Senate 
Banking and Currency Committee that 
FNMA be permitted to make direct loans 
under Sections 207 and 608 as well. 

MBA's board of governors, at their last 
meeting, voted opposition to any such 
schemes. At our recent meeting with offi- 
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cials of the National Association of Home 
Builders, MBA’s officers joined in again 
opposing this unnecessary legislation. The 
case against the bills is ably set forth here 
by Mr. Colean who is well known to MBA 
members. He is a consultant in Wasbing- 
ton on housing and related matters and 
writes extensively for national magazines. 

We urge MBA members to write for 
more copies of the MBA-NAHB statement 
to distribute to people they know, particu- 
larly to members of congress. The possi- 
ae of direct government lending is one 
of the most serious threats our industry has 
ever faced. 
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private demand had remained as pressing 
in relation to the total amount of funds to 
be invested as was the case earlier last year. 
The fact is that the funds seeking invest- 
ment have been steadily increasing. 

Personal savings during the fourth quar- 
ter of 1948 were almost twice what they 
were during the fourth quarter of 1947 and 
appear to be on the increase. The ratio 
of withdrawals to share investments 
in savings and loan associations was in Jan- 
uary down about seven per cent from a 
year ago, because of the large increase in 
share capital. Time deposits in commercial 
banks were up, premiums collected by life 
insurance companies were up, new life in- 
surance was up—all in comparisons of the 
last quarter of 1948 with 1947. 


>> THE TIGHTENING: The combina- 
tion of low interest rates and an increasing 
volume of funds seeking investment would 
ordinarily be sufficient assurance of an ac- 
tive mortgage market, and the market has 
indeed been active, increasing its volume 
every year since the war, until with a show- 
ing of $11.6 billion in non-farm mortgages 
under $20,000 recorded during 1948 an 
all-time record was reached. 

Nevertheless during the second half cf 
the year a gradual tightening of the mort- 
gage market became evident; and since Oc- 
tober the number and dollar volume of 
mortgages recorded each month has fallen 
below the corresponding month of the pre- 
vious year. The reason did not lie in the 
excessive competition of other types of 
investment, as is testified by the restored 
popularity of low-interest, government 
bonds which are now selling at the highest 
prices they have reached since before De- 
cember 24, 1947. 

What, then, are the reasons for a tight- 
ening mortgage market? They are not far 
to seek: 


new 


> Building costs—largely as a result of in- 
flationary policies set off by the government 
to combat unemployment after the war and 
of an excessively liberal mortgage credit 
policy inaugurated in a time of shortage 
of labor and materials—have reached 
heights which buyers and lenders look upon 
as insupportable. 
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> The monetary and supervisory agencies 
of the government — the Federal Reserve 
Board, the Treasury, the Federal Deposit 
Insurance Corporation—have, in direct con- 
tradiction to the policies of the housing 
agencies, endeavored by exhortation and 
other means to restrict mortgage lending 
on the theory that it contributed to infla- 
tion. Their known opposition to raising 
the interest rate on VA home loans to a 
competitive relationship to FHA and other 
mortgage loans is attributed to their desire 
to restrict lending activity. 

> The prospect of public housing, with 
cost limits equivalent to those of high 
quality private housing, and in quantity that 
might well be 20 to 30 per cent of total 
new housing, creates great uncertainty as 
to the future of private investment in rental 
housing. Direct lending operations by gov- 
ernment without regard to market condi- 
tions would have an even more unsettling 
effect. 

> Finally, the continuance of rent control, 
with the instability created by the gap be- 
tween the controlled and uncontrolled mar- 
kets, and the sorry picture of returns on 
existing investments, has created a dubious 
outlook for private capital. Many a poten- 
tial investor has taken the position “there’s 
no future in landlordism”; while thousands 
of small rental property holders have sold 
out to escape the burden of control. 

In short, the government has promoted 
inflation while it has endeavored to restrict 
mortgage credit, and then attempted to 
overcome deficiencies in the supply by di- 
rect action. Amid these contrary impacts, the 
incentive to private investment, whether 
in mortgages or equities, has been greatly 
reduced as investors have become more and 
more confused and uncertain. The govern- 
ment policies thus are creating a famine in 
the midst of plenty. 

The prospect is that with the extension 
of governmental activity as called for in 
the 1949 bills, the famine will spread rather 
than diminish, for the movement carries 
with it a number of features that are dele- 
terious to sound mortgage credit operations: 
>» The tendency is to make credit a matter 
of welfare to which risk is not a prime con- 

(Continued on page 16) 








LIFE COMPANIES GOT 4.417¢ GROSS ON 
THEIR MORTGAGES WITH NET OF 3.02% 


% A new study gives some facts as to what 
makes up the difference between gross and 
net in the yield from mortgage investments 


HE XYZ Life Insurance Company, 
which has a mortgage portfolio of 
about $10,000,000, got a gross return of 
+.41 per cent on its loans in 1947. That 
wasn’t what XYZ would have liked or what 
it believed the return ought to be, but it 
wasn’t dissatisfied. After deducting all costs, 
net return came down to 3.02 per cent. 
What happened to the difference? A 
current study* throws some light on pre- 
cisely what makes up the difference and, 
at the same time, provides some general 
that hasn’t been available in 
shows that costs for the life 
Here are 
could be 


information 
the past. It 
companies have risen sharply. 
general that 
drawn from the study: 


some conclusions 


>»? Gross yields on both city and farm mort- 
gages held by life companies declined about 
10 per cent from 1945 to 1947. 

>> Originating fees paid by them rose 
rather sharply during this period but servic- 
ing fees remained almost stationary. 

>> Home offices expenses for companies 
with portfolios: of $100 million and over 
rose, and the same was true for companies 
holding from $5 to $20 million of loans- 
but, strangely enough, were down a little 
for companies holding $20 to $100 million 
of loans. 

>> Net yields, after all costs, were also 
down in this period and the sharpest de- 
cline seems to have occurred among institu- 
tional buyers with the largest portfolios. 

The data which the study turned up is 
new in that no previous studies have been 
directed toward the same objectives. 

The mortgage correspondent, who has 
seen his costs rise sharply in the past few 
years and is now doing a good deal of 

*Made by the National Bureau of Economic Research 
with financial assistance from the Joint Committee on 


Investment Research sponsored by the American Life Con- 
vention and the Life Insurance Association of America. 
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thinking about how he can reduce them, 
will be interested in seeing what has hap- 
pened in the operations of his principals. 

As for city loans, 33 companies doing a 
half of the city mortgage business in 1945- 
+7 were represented in the study. Here is 
the record for 16 of these companies with 
mortgage loan correspondents as to gross 
and net return from mortgages and what 
per cent of gross went for originating, serv- 
icing and home office expense. Companies 
in three different portfolio brackets are 
shown, but data for companies with $5 
million portfolios and less was inconclusive 
and is not included: 


$5-$20 $20-$100 $100 
Million Million Million 
Portfolios Portfolios and Over 

Gross Income 

re 4.49% 4.42% 4.39 

A 4.41 4.07 3.99 
Originating Fees 

Taare 40 mM .06 

Se ditidieasa 57 33 30 
Servicing Fees 

Pr 39 .26 26 

NT oat ski dainte 40 .26 .26 
Home Office 
Expense 

RES 36 34 30 

aA 42 .29 37 
Total Costs 

a = 1.15 72 .62 

SRS 1.39 88 93 
Net Income 

Se 3.34 3.70 3.77 

Se acai cateoe 3.02 3.19 3.06 


Thus, these data show that city mort- 
gages, which brought these 16 life com- 
panies a gross return of from 3.99 to 4.41 
per cent in 1947, eventually ended up with 
a net return of from 3.02 to 3.06 per cent. 
During the 1945-47 period, servicing fees 
remained steadier than any other item. 

Much the same pattern was found in the 
farm mortgage field. Based upon data sup- 
plied by six leading life companies with 
correspondent connections, gross return 


The Mortgage Banker for May, 1949 


went from 5.22 to 4.90 per cent from 1945 
to 1947. Total costs went from .95 per 
cent in 1945 to 1.35 per cent in 1946 and 
then back to .95 per cent in 1947. Originat- 
ing fees went from .18 per cent to .26 per 
cent in the 1945-47 period, servicing fees 
from .02 to .06 per cent—a contrast to the 
firmness with which they held in the city 
loan field. Home office expense, however, 
went down—from .75 to .63 per cent. As 
for net income, it was the same story in the 
farm field as in the city—the net income 
went from 4.27 per cent to 3.95 per cent 
in 1947. 

Thus the data gives us a glimpse as to 
what the mortgage end meant in the life 
company investment picture in the 1945-47 
period. Figures for 1948, when available, 
ought to show up better in view of the 
somewhat more favorable investment tone 
prevailing since late December, 1947. It 
should be pointed out, however, that the 
data cited here are regarded as preliminary 
and partial results. Later checking may 
change them in some degree. Another study 
now being prepared by the Bureau will deal 
with the loss experience on .city mortgage 
investments.* 


*And speaking of loss experience, John Lintner, asso- 
ciate professor of finance at Harvard, has published an 
article on Our Tremeadous Mortgage Debt in the Harvard 
Business Review which attracted considerable attention in 
the press and in lending circles. His material originated 
arte from his work in writing a new book, also pub- 
ished by Harvard, on Mutual Savings Banks in the Savings 
and Mortgage Markets. His article in the Harvard Business 
Review is well worth careful study by mortgage lenders 
because it is a good recapitulation of just where we stand 
today in mortgage indebtedness. A good part of it is 
devoted to an analysis of the mortgage experience of the 
Massachusetts mutual savings banks. His general conclu- 
sions are that the mortgage picture is far more favorable 
than it was at the time of the depression of the thirties 
and that no trouble such as was experienced then can be 
expected now regardless of how the economic winds blow. 

As for prospective losses, here is what Lintner thinks: 

“If lenders show reasonable judgment in the servicing 
of their existing portfolios and in the disposition of their 
foreclosures as they occur and, above all, if an increasing 
proportion of all lenders follow the prudent policy of 
systematically accumulating special reserves to absorb their 
losses, then future experience with mortgage loans can 
substantially better than that in the past even if a cor- 
respondingly serious depression does occur. 

“In that event, past experience indicates that existing 
uninsured residential mortgage portfolios would involve 
losses at an average rate of no more than about 0.5 per 
cent per year. With costs of acquisition and servicing 
coming to an additional 0.5 per cent per year, this would 
mean a net yield of approximately 3 per cent even on that 
part of present portfolios written at a 4 per cent interest 
rate. Such a yield, needless to say, compares quite favor- 
ably with yields available from other sources. 

“If, on the other hand, as seems probable, any general 
business depression within the foreseeable future is most 
unlikely to be as severe as that of the 1930's, mortgage 
losses are likely to be even more manageable, and the vield 
correspondingly greater. The word ‘manageable’ needs em- 
phasis; while mortgage losses may reasonably be expected 
tobe less severe than during the last depression, they 
nevertheless are almost certain to be too large to handle 
without adequate and usable provision in advance. Some 
indications, significant in the past, already suggest that 
time may be running short.’ 
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Turning from mortgage yields to yields 
from all life company investments, some 
new data is available. 

The net rate of interest earned on life 
funds in 1948 increased for the first time 
in many years, marking a turn in a 20-year 
sustained decline that took the rate from a 
high of more than 5 per cent to a low of 
2.88 per cent, the Institute of Life Insur- 
ance has just announced. 

“While the upturn was not sharp, it was 
sufficient to bring the 1948 rate earned by 
U. S. life companies to 2.95 per cent, the 
highest reported since 1945. This rise is a 
direct reflection of two things: the slight 
upturn in interest rates generally and the 
increased investment of funds in channels 
that produce a greater return. 

‘These two factors were both operative, 
although to a lesser extent, during 1947, 
but the decline continued that year because 
of the time required for the full impact of 
investment changes to affect the net earn- 
ing rate. As the investment re-distribution 
and the rise in interest rates both continued 
through 1948, they may be expected to 
have a further effect on the earning rate 
this year.” 

The 1948 earning rate was still about 
one-fourth less than the average for the 
*30’s and only slightly more than half the 
rate for 1925. The effect of the lower level 
of investment earnings on life insurance op- 
erations is indicated by comparison of cur- 
rent earnings with figures of what might 
be earned at the higher rates. If the aver- 
age rate earned in the ’30’s had still applied 
in 1948, the earnings on invested life in- 
surance funds would have been well over 
half a billion dollars more than the year’s 
actual earnings. The earning rate of the 
*20’s would have produced even greater 
returns for policyholders. 
of the long-sustained 
drop in earning rates that life insurance 
companies generally adjusted downward 
the interest rate guaranteed in new policies 
for the accumulation of reserves. 

The net rate of interest earned on life 
insurance funds in recent years is: 


“It was because 


1930-39 Avg.. .4.10% 2 AE 3.19% 
SE anh asswed 3.43 Aer 
Eb ne avnn wen 3.41 ear 2.92 
EER 3.40 ag, SERN 2.88 
Fs ccscene stan PEEP eETy. 








BUSINESS SHOULD ACT PROMPTLY 


*% Growing trend of people and concerns not 
to spend money is biggest economic factor 


By SUMNER H. SLICHTER 


HE most thing about the 

present business situation is the growing 
reluctance of consumers and business con- 
cerns to spend money. Willingness to spend 
money has been dropping for several years, 
if one measures it by the ratio of recent 


important 


income to present expenditures. 
Nevertheless, consumers and enterprises 
have been willing to spend faster than they 
received income, with the result that ex- 
penditures increased from month to month. 
Today, however, reluctance to spend has 
reached such a point that there is danger 
the total volume of spending will drop. 
The crucial question confronting business 
in 1949 is whether the growing reluctance 
of enterprises and individuals to spend can 
be halted before it produces a drop in total 
People are still 
more than their 
that total 


spending and a recession. 
willing to spend a little 
recent with the 
incomes have been rising. 

By the end of 1948, the rate 
of increase in personal incomes had become 
very slow—it was less than | per cent (at 
the seasonally adjusted annual rate) be- 
third quarter and the fourth 
quarter of 1948. Hence a small further 
drop in willingness to spend would produce 
an actual drop in the volume of spending. 


incomes result 


however, 


tween the 


Business can help avoid this decline from 
becoming dangerous by: 


>> DON’T PC ISTP INE: Business should 
adjust investment policies to the conditions 
of 1949. In 1947 and 1948 it was appro- 
priate for business to postpone impor- 
tant investment expenditures not urgently 
needed and which did not promise an early 
reduction in costs or an early increase in 
output. 

I am afraid that most of the postpone- 
ment was a result of the limited capacity 
of the capital goods industries to fill orders 
rather than a result of the postponement of 
orders by business concerns. Nevertheless, 
the rate of investment in 1948 was not ab- 
normally high in relation to the gross na- 
tional product. 

In 1949 expeditures which promise an 
early return to the concern should be car- 
ried out. Greater weight should be at- 
tached to the long-run interests of enter- 
prises; managements should not be easily 
persuaded to postpone the execution of 
long-run investment plans because immedi- 
ate business prospects are uncertain. 

It has always been a major weakness of 
the American economy that investment de- 
cisions have been highly sensitive to the 
short-run business outlook. For many, if 
not most firms, great attention to the short- 
run outlook has been a financial necessity, 
and enterprises which misjudged the short- 
run outlook, or which attempted to base 





Today, when the outlook for all busi- 
ness including our own is somewhat more 
obscure than it has been in recent years, 
opinions of the experts are a dime a dozen 
with few agreeing on exactly what is abead. 
Dr. Slichter’s opinions always command re- 
spect because he has an enviable record of 
being right so many times when others have 
been wrong. What he has to say here is 
that the trend to hold on to money is grow- 
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ing rapidly and that business ought to act 
promptly to adjust prices to the realities of 
1949 and thus stimulate demand for goods. 
Better that we sacrifice margins to preserve 
employment than sacrifice employment to 
preserve margins, is his thesis. 

Dr. Slichter is at Harvard and addressed 
our New York convention last year, mak- 
ing one of the most discussed speeches given 
anywhere in 1948. 
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their plans too much upon the long-run 


outlook have often encountered serious 
financial difficulties. 
Nevertheless, there are many concerns 


which do not need to adjust their invest- 
ment programs to the short-term business 
outlook. Some of these will be tempted to 
cut or postpone investment programs in the 
hope of getting construction down to a 
lower cost at later dates. Construction costs 
are likely to drop moderately as materials 
more abundant, labor and man- 
efficiency and compe- 
among contractors becomes stiffer. 


become 
agerial 
tition 


improves, 


Managements which contemplate post- 
poning investment programs, however, 
should consider carefully whether the pros- 
pective savings in cost are likely to com- 
pensate the enterprise for being without 
improved facilities for six months or a year. 


>> GET IN LINE: Business should adjust 
selling and price policies to present con- 
sumer demand. The declining urgency of 
the demand for goods in many lines re- 
quires modification of selling and 
policies. Certainly the prices were appro- 
priate when an increase of $1 in income 
after taxes produced a rise of $1.21 in 
expenditures for consumer goods, do not 
fit the situation when individuals spend on 
consumer goods only about 71 
every additional dollar of 
taxes. 


price 


cents of 
income after 

Business concerns as a whole showed re- 
markable restraint in raising prices during 
the last several years when consumers were 
willing to spend more than their income. 
Indeed, for three years prices remained be- 
low the level required to equal supply and 
demand, as the steady rise in most prices 
indicated. Hence the reduction in prices 
needed to prevent a drop in employment 
and production is probably not very great. 

Many managements will argue that they 
cannot afford to reduce prices—that their 
margins are very small. As a matter of fact, 
costs have risen about as much as prices 
during the last eight years so that profits 
per dollar of sales have remained about the 
same. 

Before managements decide that they 
cannot afford to adjust prices to the grow- 


The Mortgage Banker for May, 1949 


ing reluctance to spend money, they should 
consider the consequences of not reducing 
them. If prices are not reduced, many peo- 
ple will begin to spend less than their re- 
cent incomes. This will mean that expendi- 
tures drop, and as they drop, profits will 
also fall. 

I do not know which drop in profits 
would be greater—a drop resulting from 
about the same physical volume of goods 
sold at smaller spread between direct costs 
and selling prices or a drop resulting from 
a smaller physical volume of goods sold at 
an unchanged spread between direct costs 
and selling prices. I suspect that for busi- 
ness as a whole the difference in profits 
between preserving volume through ac- 
cepting smaller margins and sacrificing vol- 
ume to preserve margins is not very great. 

Certainly it is better for business in the 
long run to sacrifice margins to preserve 
employment than to sacrifice employment 
to preserve margins. 

Up to the end of 1948 the drop in the 
willingness to spend had not gone so far 
as to halt the increase in spending—it had 
simply caused the volume of spending to 
rise at a decreasing rate. 

When the figures for early 1949 are avail- 
able, they will probably show a more-than- 
seasonal drop in spending. Furthermore, 
some of the present employment and the 
consumer spending based upon it are the 
result of investment decisions made by busi- 
ness concerns last year or even earlier. 

As the spending based upon these old 
decisions is completed, the total volume of 
spending can drop appreciably. Hence busi- 
ness should act promptly to stimulate the 
demand for goods. People have sufficient 
incomes to buy more consumers’ goods than 
they are buying—income sufficient to per- 
mit them to purchase at present prices 
nearly 4 per cent more than they bought 
last year. 

Hence business has excellent opportunity 
to stimulate the demand for goods and to 
prevent the drop in the urgency of demand 
from causing people to throw themselves 
out of work by spending too much less 
than their recent incomes — that is, by 
spending so much less that the difference 
cannot be offset by investment. 
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SAYS MORTGAGE LENDING 
THREATENED BY SENATE BILLS 


Bills now pending in the Senate will 
socialize mortgage lending and should be 
opposed by every bank depositor and every 
insurance policy holder, Lawrence A. Epter, 
president of the New York MBA, declared 
in an address before White Plains Home 
Builders. 

He attacked Senate bills 112 and 712 
which provide that the Federal government, 
through its appropriate agencies, would be 
empowered to make mortgage loans direct 
to builders and buyers “when in its opinion” 
the mortgage banking field is not meeting 
the requirements of the new construction 
field. 

“If banks cannot make interest on loans, 
they would be forced to charge more for 
bank services. If insurance companies could 
not make interest, they, too, would have 
to charge more for coverage. These bills, 
for the good of the pubic and the cause 
of private industry, must be defeated.” 


Developments in other MBAs: 


>> BIRMINGHAM: Frank D. Hall, vice 
president, Brooks Harvey & Co., New York, 
addressed members of the Birmingham 


MBA at a luncheon meeting. 


>> HOUSTON: Members of the Houston 
MBA, at a recent meeting, got serious about 
the matter of learning Spanish. The idea 
was to learn enough of the language t® get 
along in a business way, said J. C. Hest- 
wood, president. Their teacher was Luis A. 
Garcia, former member of the University 
of Texas School of Mines at El Paso. 


>> OKLAHOMA: The Economy House 
has occupied the attention of Tulsa mort- 
gage men. At the special Tulsa meeting, 
the secondary mortgage market for the low- 
cost homes project was discussed by Jack 
Vesper, vice president of Adams and Leon- 


ard, and president of the Oklahoma MBA. 
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>> DETROIT: Design for the New Way 
of Living was the address Detroit MBA 
members heard at their recent meeting. It 
was given by Julian R. Cowin, well known 
architect. 

>> SOUTHERN CALIFORNIA: Ralph 
W. Jenkins, H. F. Whittle Investment Com- 
pany, Los Angeles, was elected president 
of the Southern California MBA to suc- 
ceed R. D. Burrows. John D. Engle, In- 
surance Funds Mortgage Company, was 
elected vice president and R. C. Larson, 
C. A. Larson Investment Company, was 
named secretary and treasurer. 


>> CINCINNATI: At their recent meet- 
ing, Cincinnati MBA members heard Dale 
Friggin and John R. Fletcher of Lawyers 
Title Co. speak on “Common Title Flaws.” 
Bruner Dickman, executive vice president, 
Construction Affidavit Service, Inc., spoke 
on “Relations with Builders,” and Paul J. 
Vollmar, vice president, Western and 
Southern Life Insurance Co., told about 
what happened at our Chicago Clinic. 


>> NEW JERSEY: Warren J. Lockwood, 
assistant FHA commissioner, was guest of 
honor at the tenth annual meeting of the 
New Jersey MBA at Hotel New Yorker in 
New York. Lockwood formerly headed 
FHA in New Jersey. 


>> CHICAGO: Chicago MBA has just 
published its annual roster of by-laws and 
code of ethics including its membership 
list. 

>> PHILADELPHIA: Members of the 
Philadelphia MBA heard Martin W. 
Clement, president of the Pennsylvania 
Railroad, discuss plans which his road has 
in view in Philadelphia. 


>> TO ALL GROUPS: Very soon The 
Mortgage Banker format will again be 
changed, this time to a larger size with 
some innovations which will greatly im- 
prove the magazine. While these changes 
are being made, all local associations are 
urged to give greater attention to making 
available to The Mortgage Banker infor- 
mation about meetings, action taken, sub- 
jects discussed and changes in officers. 
Especially do we want pictures of your 
members at these meetings. 
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MORE BUILDER -LENDER COOPERATION SOUGHT 


*%& MBA and NAHB officers get together to explore 
our mutual problems and how to handle them to 
best serve the public with homes and financing 


EW IF any industries have more mu- 

tual problems than homebuilding and 
mortgage lending. They touch at as many 
points as any two in our economy. Thus, 
it's only good business to cooperate as 
closely as possible to accomplish what will 
be most beneficial for ourselves and the 
public we both serve. 

A fresh start was taken in that direction 
when officers of MBA and the National 
Association of Home Builders recently got 
together at the Drake Hotel, Chicago—in 
Parlors D and E where so many MBA 
matters have been debated in the past— 
to explore the position of home building 
and mortgage financing today, what each 
group can do to assist the other, what posi- 
tion each should take on questions affect- 
ing both, and, above all, how our two in- 
dustries can function most efficiently in the 
public interest to see that the people who 
want a house can get it at the price they 
can pay and on terms they can handle. 

It all began at the February annual con- 
vention of the Home Builders when 





THIS MONTH’S COVER: Left to 
right, seated, Samuel E. Neel, MBA Wash- 
ington Counsel; Secretary George H. Pat- 
Rodney M. Lockwood, Detroit, 
NAHB President; MBA President Aksel 
Nielsen, Denver: Frank W. Cortright, 
NAHB executive vice president; and John 
M. Dickerman, NAHB legislative director. 
Standing, left to right: Fred Buchek, 
NAHB, San Antonio; Fred Smith, MBA, 
New York: Elmer H. Grootemaat, MBA, 
Milwaukee: Joseph E. Merrion, NAHB, 
Chicago; W. H. Crawford, NAHB, Baton 
Rouge; Milton T. MacDonald, MBA, 
Jersey City; and George H. Dovenmuehle, 
MBA, Chicago. Missing from photo but 
attending the conference: George McIntosh 
and William Banks, NAHB, Washington, 
D. C. 


terson; 
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Edward B. Carr, a former president, called 
for a meeting of all groups interested in 
home building and real estate financing to 
sit down and explore our mutual problems. 
Mr. Carr didn’t wait long for a response. 
President Nielsen wired immediately our 
willingness to. join with all groups to see 
what might be accomplished. 


And so we met. After a full day’s dis- 
cussion of the major problems affecting 
home building and mortgage financing, the 
conferees closed their brief cases and de- 
clared it had all been most worth while. 


“The most constructive meeting between 
mortgage men and builders ever held,” said 
one. 


Out of the maze of complex problems 
affecting our industries, the conferees sifted 
the more immediate and important. What 
seemingly surprised those around the table 
was that there is practically no difference 
in what the builder and the mortgage 
lender would like to see today. The broad 
general objectives of each one parallels the 
other: a strong well-functioning industry 
within the orbit of free American enter- 
prise serving the home-buyer with the type 
of product and service he wants and can 
pay for. 

The group was representative (see cover 
and identification of personnel this page). 
The joint statement of objectives agreed 
upon has been sent members. Specifically, 
the officers of MBA and NAHB recom- 
mended: 


> That the federal government ought to 
be consistent in its thinking regarding hous- 
ing—and not push for more homes through 
its housing agencies while discouraging 
lending through fiscal agencies like the fed- 
eral reserve. 


> That 608 should be continued after 
March 31, 1949 and that accelerated de- 
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preciation be authorized to encourage con- 
struction of rental units. 

> That FHA Title I, studied 
to improve the guaranty and thus encour- 
age a broader investment in low-cost homes. 


class 3. be 


> That, to also encourage more low-cost 
homes, the maximum permissible mortgage 
under FHA 203 (b) (2) (D) be increased 
to $7600 with $950 additional for each 
bedroom in excess of two: and that FHA 
re-study mortgage limits now permissible 
for two, three and four-family units and 
seek legislation to encourage construction 
of this type of rental housing. 

> That the maximum permissible mortgage 
under FHA 203 (b) (2) (C) be increased 
to permit a 90 per cent loan up to $10,800. 
> That FHA has done a good job, op- 
erated within its earnings and that congress 
should restore its recent budgetary cuts so 
this agency can maintain and improve its 
service to home buyers. 

> That the proposals now before congress 
which would mean direct mortgage lending 
by the federal government are entirely un- 
necessary and constitute another step on 
the road to state socialism. 

Mr. Lockwood keynoted the conference 
by declaring that there considerable 
concern over the possibility that another 
million homes cannot be produced and sold 
this year and that the best defense against 
public housing is for private enterprise to 
do as good a job as has been done in recent 
years. Mr. Nielsen concurred and said while 
there is some over-supply of more expensive 
still the need of 


the low-income groups. 


was 


homes, we have to meet 

From the long-term view, he said that 
this country needs a minimum building 
code. Codes and sanitary regulations aren’t 
being enforced in this country, he asserted. 
At least five per cent of our living units 
shouldn’t there, and if the laws 
enforced, they wouldn’t be there. 
Lockwood pointed out the U. S. needs some 
system of demolition—some means to force 
demolition and we certainly better 
enforcement of sanitary regulations. 

The discussion turned to FHA’s refusal 
lo recognize variation in costs between high 
and low cost areas (See Mr. Foley's views 
[ue Mortcace BANKER). Lock- 


even be 


were 


need 


last issue 
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wood said the pending S. 712 discriminatea 
against high-cost areas. Consensus was that 
every effort ought to be made to see that 
a more reasonable viewpoint prevailed. 

Mr. Crawford declared builders and 
lenders must face the facts that confront 
them today and realize that they have to 
sell down payments and monthly payments 

-and too many haven’t got the former, he 
said. Others seemed to think that actually 
the inability to meet the presently required 
monthly payments was more important. 

Costs can’t come down much, Lockwood 
declared. He said that everyone who had 
looked into the matter carefully seems to 
agree that the chance of any large-scale 
reduction just isn’t possible right now. He 
related how he had demonstrated that fact 
to a banker. He built a house for this 
banker, carefully showing him, as construc- 
tion proceeded, just what items went into 
the house and the cost of each. He saw 
what the soil pipe, the plumbing and other 
equipment cost. In the end, the banker 
agreed that he didn’t see how the cost 
could be cut much if any. 

Mr. Banks echoed the feeling that the 
down payment and the required monthly 
payment is a principal source of difficulty 
these days, but Mr. Neel cautioned that 
lenders aren’t going to look favorably on 
anything like a no down payment pro- 
posal. 

Mr. Dovenmuehle stated the 
FHA. He said the agency does an excellent 
job—as far as it is able. What is needed is 
more and better personnel and an up-grad- 
ing of personnel under civil service. We 
must, he declared, do all we can to help 
FHA do the job it has in the past but with 
$800,000 lopped from its $4,800,000 budget 
it can’t possibly function as it has. 

Dovenmuehle told the conferees that the 
credit tightening that existed in 1948 is 
relaxing, institutional investors are more 
receptive now to loans and this will in- 
crease. They'll buy 95 per cent loans if 
they can get value, he said. Sometime, in 
some way, he said we ought to try to fash- 
ion a more flexible mortgage—one whereby 
the borrower can re-pay faster in the earlier 
years and thus help insure against possi- 
bility of default in later years. 


case for 
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Mr. Smith emphasized that some build- 
ers must revise their thinking, too. He was 
concerned about profits and said many 
builders must get back to thinking of profits 
in different terms. He related the Levitt 
experience on Long Island and said that, 
surprisingly enough, a Camden, N. J. 
builder—a small builder, not large scale 
like Levitt—was able to build on the same 
profit margin as Levitt’s. 

He offered the view of the institutional 
lender and said that the attitude of the 
ultimate investor wasn’t often fully con- 
sidered. Directors of some institutions just 
aren’t FHA-minded, he said; and if you 
are well loaned with conventional loans, 
the bank examiner sometimes disagrees and 
makes you put up additional reserve. The 
‘easy buck” is gone, he said; we are pass- 
ing into a normal market now and we must 
meet it. 

Another expressed the viewpoint that in- 
stead of the combination FHA and VA 
loan, what might have been better was a 
100 per cent FHA loan. There would have 
been advantages, he added. 


The possibility of a central mortgage bank 
(see February and April issues, THE Mort- 
GAGE BANKER) Mr. MacDonald said he 
was for it if it could be worked out. 


Mr. Lockwood said he was concerned 
that FHA 203 (b) (2) (C) loan might be 
lowered from 80 to 70 per cent. He’d like 
to see it 90 per cent and felt that the 70 
per cent limitation would be a serious mis- 
take. 

The only thing the conferees couldn’t see 
eye to eye on was the secondary market 
question. President Nielsen explained MBA’s 
previous position in the matter and that he 
could not change it. Mr. Lockwood ex- 
plained that NAHB’s position had also been 
determined. 


Pleased with the spirit of cooperation 
shown at the conference, the demonstrated 
desire of both industries to exert every 
effort to get their jobs done within the 
framework of the American system, the 
conferees called it a day with plans to get 
together again in New York in late April 
for more of the same. And this time other 
groups in the field will attend. 
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With sorrow we record the death of 
William G. Nelson, vice president of the 
Merchants National Bank of Chicago, chair- 
man of MBA’s FHA committee in 1946 and 
1947 and former regional vice president 
and former president of the Chicago 
Mortgage Bankers Association. Mr. Nelson’s 
wife preceded him in death by only nine 














days. A son and daughter survive. 
1949 MBA EVENTS 
May 5-6, Los Angeles, Third 1949 Mort- 


gage Clinic, Biltmore Hotel. 


May 20, Chicago, Spring Meeting, Board 
Drake Hotel. 


of Governors, 
June 20-25, Chicago, MBA-Northwestern 


University Mortgage Banking Seminar. 


September 19, 20 and 21, Chicago, 36th 
Annual MBA Convention, Palmer House. 





PERSONNEL 











WANTED: INSURANCE MAN 
Top-flight local agency insurance man by one of South- 
ern California's larger offices. Wonderful opportunity for 
man with proven ability capable of managing aggressive, 
growing business to build into ownership interest. Give 
age, experience and other pertinent information. It will 
be held in confidence. Write Box 179, Mortgage Bankers 
Association of America, 111 W. Washington St., Chicago 2. 
ATTRACTIVE OPPORTUNITY 
$15,000-$20,000—That is what the last man averaged 
over period of ten years in position now — in Mort- 
gage Department of one of the largest real estate firms 
in New Jersey. We are looking for a young man, prefer- 
ably with experience in new construction and refinancing 
existing commercial and investment properties. Write in 
confidence to Box 180, Mortgage Bankers Association of 
America, 111 W. Washington St., Chicago 2. 


>>? BRIEFLY NOTED: Dean 
Buffalo has been in Mexico 
Aubrey Costa was there earlier Para- 
Fire board, consisting of many 
members, met in Chicago in late 


Hill of 


and 


mount 


MBA 


March Norman H. Nelson, St. Paul, 
has been elected a director of St. Paul 
Association of Commerce. 
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FARM MORTGAGES 
Continued from page 3 


past few years—and the American Bankers 
Association apparently has the idea that 
this trend will continue. The Association’s 
agricultural commission and country bank 
operations commission recently joined hands 
to publish an excellent Farm Real Estate 
Financing Manual which goes into the 
whole operation in a detailed way. The 
Manual indicate that farmers 
will need and will continue to use more 
credit in the future than they have in the 
The reasons cited are: 


conclusions 


past. 
> The average size of the typical family 
farm is increasing. With modern 
labor-saving machinery, one family now can 
a larger business than 


more 


and should handle 
formerly. This means a larger investment 
of capital in the typical family-sized farm. 
> Because of technical developments, the 
average farmer has larger requirements for 
equipment to handle larger farming opera- 
and insect 


tion, to carry on conservation 


and disease control, and for other sound 
farming practices 

> A large number of farms are being op- 
erated by men well past normal retirement 
age, and it will require a large amount of 
these farms to younger 


credit to transfer 


men. 


FOLLY OF DIRECT LENDING 


Continued from page 7 


sideration rather than one of hard business 
in which risks must be calculated and the 
terms set accordingly. 

> In following the welfare approach, espe- 
cially favorable lending terms are:set-up for 
special classes of borrowers, not in respect 
to their relative resources but to their rela- 
tive lack of them. Thus submarginal farm- 
ers get better terms than competent ones, 
low-income home buyers better than those 
of higher income, investors in cooperatives 
better than investors in rental housing. The 
creation of lending facilities for 
certain special groups tends to increase the 


special 


number of groups requiring special facili- 
This segmentation of the market is 
based on no fixed or predictable rule but 


ties. 


16 


comes more and more to be a matter of 
political expediency. 

> Since the direct government lending op- 
eration can ignore an allowance for risk 
and can conceal much of the cost of doing 
business, its low interest rates are almost 
certain to involve a subsidy to the favored 
borrowers. 

> At the same time, the offering of credit 
on the basis of welfare and political con- 
siderations produces a weakening of re- 
sponsibility for debt payment—a form of 
laxness that gets positive encouragement 
from the promised moratoria such as are 
included in the current legislation. 

Under these circumstances, the private 
credit system is certain to be demoralized. 
It is faced with unpredictable competition. 
It is faced with the dissatisfaction of clients 
who are unable to understand why others 
should get more favorable terms than they. 
It is faced with the alternatives of lowering 
standards and increasing its risks or of 
maintaining standards and inviting further 
intervention. The result can only be a nar- 
owing of the field of private credit activity 
and an ever-increasing burden on govern- 
ment and control by government. 
>> THE ANSWER: The answer to to- 
day’s mortgage problem is not more direct 
government lending. As the present situa- 
tion suggests, each forward interventionary 
step of government adds to the uncertain- 
ties and disruptions of the private financial 
market. 

Direct lending by the government is not 
necessary because private savings and pri- 
vate credit facilities are ample to meet all 
sound requirements of the market if they 
were freed from the hindrances and contra- 
dictions of government policies and pro- 


grams. 
Direct lending by the government is self- 
defeating, because it discourages rather 


than supplements private lending activity. 
Once started as a settled function of gov- 
ernment, there is no logical stopping place 
until the entire field is taken over. 

The need today is not for additional gov- 
ernment facilities but for agreement on 
sound principles of private credit and for 
a political environment in which such 
principles can be operative. 
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NO REAL SHORTAGE OF MORTGAGE MONEY 


says 
WILLIAM A. MARCUS 


MBA Member and President, ABA Savings and Mortgage Division 


ITH banks and insurance companies, 

investment in bonds is important, but 
real estate loans are their largest revenue 
producers. With savings and loans, nearly 
all of their employable funds are now in- 
vested in real estate loans. 

Against all savings deposits, banks have 
employed 27 per cent in real estate loans. 
Against all share accounts, savings and loans 
are loaned up to approximately 100 per 
cent. Insurance companies hold 19 per cent 
of their assets in real estate loans. 

Thus, savings and loan associations must 
look either to new funds gathered from 
shareholders or to borrowing from govern- 
ment agencies if they make further loans. 
Banks and insurance companies, on the 
other hand, have a long way to go before 
they would either reach their statutory 
limits for lending or exceed the voluntary 
limits set by themselves as constituting 
sound lending policies. With demand lia- 
bilities an important factor in commercial 
and departmental banks, those voluntary 
limits must naturally be lower than those 
set by strictly savings banks. 

On the other hand, insurance companies 
with virtually no demand liabilities have 
still greater leeway in this field than the 
banking groups. If 50 per cent of pure 
savings accounts were considered an over- 
all average of safe lending for banks to 
employ in fully amortized, well-selected real 
estate loans, mostly on residences, and if 
life insurance companies were to employ 
one-third of their assets in this field, there 
would be available today almost twenty 
billion dollars of mortgage money. 

So there is no real shortage of mortgage 
money in America. 

There is, however, a maldistribution of 
supply and demand. For example, Cali- 
fornia, with but 7% per cent of the popu- 
lation, has financed 15 per cent of 
all the housing in America during the past 


over 


three years. Other states with rapidly 
growing populations have likewise faced 
heavy demands for loans for home con- 


struction. Some banks in those states have 
almost reached their statutory lending 
limits. 


Contrast that picture with the situation 
in New York and New England where the 
mutual savings banks hold $18 billion of 
savings deposits, but can find gainful em- 
ployment for but $5 billion in sound mort- 
gages without reaching out into parts of 
the country from which they are now ex- 
cluded by law. 

Home financing has always been closely 
related to residential construction. Hence, 
it is not surprising to observe that 1946, 
1947, and 1948 were good years for resi- 
dential building. Costs of housing, as well 
as everything else, rose when the controls 
were removed; and yet the price of mort- 
gage money was the only item in the erec- 
tion and purchase of homes which showed 
a marked decline from prewar costs. To- 
day’s price of money is from 10 per cent 
to 20 per cent less than its prewar cost.* 

It has taken a long while for that simple 
lesson in economics to strike home with 
the average American. In fact, there are 
still pressure groups who are unable to see 
that the establishment of unduly long term 
credit patterns at rates arbitrarily set be- 
low the open market quotations are in- 
jurious to the public by adding to the 
flames of inflation, by causing increased 
prices for homes, and by discouraging in- 
stitutional lending with an offered diet of 
unsound or unprofitable loans. 

*A few days ago President Nielsen pointed out in a 
statement to the press that with the cost of building ma- 
terials up 106 per cent im the last quarter century—or from 
1924, the peak of last period of extensive construction 
labor costs up 77 per cent, and real estate taxes up prob- 
ably as much as 40 per cent, the cost of financing a house 
is today around 25 per cent lower than it was then, even 
with the slight increase in the cost of all money since late 
1947. The financing cost remains the one item in home 


building ‘‘still on the bargain counter’’ in relation to other 
costs, he said. 








x Recommended READING 


and 
im- 


the Chicago 


there’s 


If you missed 
New York Clinics, 
portant and informative reading for 
in the papers delivered at the 
meetings. For the number of new 
offered and the many fresh 


some 


you 


ideas 
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Sources of Mortgage Money, by 
Arthur M. Weimer, Dean of School of 
Business, Indiana University. 


General Business Outlook for 1949, 
by M. Joseph Meehan, Director, Office 
of Business Economics, U. S. Depart- 
ment of Commerce. 


Industrial Real Estate Market for 
1949, by Roland R. Randall, president, 


Society of Industrial Realtors. 


Commercial Real Estate Market for 
1949, by Leo J. Sheridan, president, 
L. J. Sheridan & Co., Chicago. 


The Revised Reporting Procedures 
of the RFC, by Allen E. Freeze, Assist- 
ant Controller, RFC. 

Urban Redevelopment and the 
Mortgage Banker, by Holman D. 
Pettibone, president, Chicago Title & 
Trust Company. 


Institutional Purchase of Real Es- 
state, by Mark Levy, Mark Levy and 
Company, Chicago. 

MBA Survey of the Real Estate 
Market by Research Committee, Rob- 
ert H. Pease, Chicago, co-chairman. 


Sources of Mortgage Money by 
Harry Held, Assistant Vice President 


* 


approaches old problems, these 
Clinics topped any of recent years, ac- 
cording to many members who were 
there. If you want copies of these pa- 
pers, tell us which ones and we will 
send them without charge. 


to 
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and Assistant Mortgage Officer, The 
Bowery Savings Bank, New York. 


Efficiency of Operations, by Joseph 
C. Hudson, Main and Company, 
Philadelphia. 


The Government Housing Program 
for 1949 by Raymond M. Foley, 
HHFA Administrator. 


Profits Through Forming Syndi- 
cates, by Robert C. Nordblom, presi- 
dent, Nordblom Company, Boston. 


Some Aspects of the Mortgage In- 
terest Rate Structure by Lawrence 
Clayton, Member, Federal Reserve 
Board, Washington, D. C. 


The Market for Homes and Apart- 
ments by Edward R. Carr, Builder, 
Washington, D. C. 


Gl. Loan Foreclosure Procedures 
by Philip N. Brownstein, Assistant 
Chief, VA Loan Service and Claims 


Division. 


Profits Through Sale of Life Insur- 
ance by Nathaniel Dyke, Jr., Presi- 
dent, The Guardian Company, Little 
Rock. 


Interim Financing by Warren R. 
Forster, Vice President, Hamilton Na- 
tional Bank, Washington, D. C. 





